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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
NSU Facilities Corporation
Thibodaux, Louisiana

We have audited the accompanying statements of financial position of NSU Facilities Corporation {the
Corporation) (a nonprofit arganization) as of June 30, 2009 and 2008, and the related statements of
activities and cash flows for the years then ended. These financial statements are the responsibility of
the Corporation's management. Qur responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation, We believe

that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to abeve present fairly, in all material respects, the
financial position of the Carparation as of June 30, 2009 and 2008, and the changes in its net assets
and its cash flows for the years then ended in conformity with accounting principles generally accepted

in the United States of America.

/
November 10, 2009 Z—Wﬂ‘% fzg'_\
/
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NSU Facilities Corporation
Statements of Financial Position
June 30, 2009 and 2008

ASSETS

Current assets:;
investment - bond reserves
l.ease income receivable
Accrued interest receivable

Total current assets

Restricted for debt service;
Investment - debt service reserves

Fixed assets:
Infrastructure improvements

Building improvements
Buildings
Construction in progress

Less accumulated depreciation

Total fixed assets

Other assets:
Debt issuance costs, net

Total assets

LIABILITIES AND NET ASSETS

Current liabilities:
Accounts payable
Accrued interest payable
Accrued investment fee payable
Current maturities of long-term debt

Total current liabilities

Long-term liabilities:
Tax-exempt bonds payable, net
Taxable bonds payable, net
Unamortized swap interest
Deferred lease income

Total long-term liabilities

Total liabilities

Net assets, unrestricted

Total liabilities and net assets

2009 2008

$ 2,164,487  $ 12,344,993
52,289 36,802

795 10,196

2 217,571 12,891,991
4,307,434 4,253,473
2,905,424 2,829,926
6,363,555 6,307,872
44,607,633 16,148,971
726,592 17,312,516
54,603,204 42,599,285
(2,865,815) (656,781)
51,737,389 41,942,504
2,139,846 2,237,610
$60,402,240  § 61,325,578

$ 35940 § -

279,328 264,535

28 46

730,000 400,000
1,045,296 664,581

51 873,559 52,475,933
4,548,140 4,651,455
213,113 219,978
1,564,834 2,062,180
58,199,646 59,409,546
59,244 942 60,074,127
1,157,298 1,251,451

$ 60,402,240  $ 61,325,578

See accompanying notes to financial statements. 2



NSU Facilities Corporation
Statements of Activities

Years Ended June 30, 2002 and 2008

Changes in unrestricted net assets:
Revenues:
Lease income
Interest income
Total revenues

Expenses:
Amortization expense
Depreciation expense
Interest expense
Professional and legal
Total expenses

Change in net assets

Net assets:
Beginning of the year

End of the year

See accompanying notes fo financial statements.
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2008 2008
4,052,838 $ 2,146,947
287,541 1,108,740
4,340,379 3,255,687
122,074 88,700
2,209,033 656,781
1,991,479 1,969,138
111,946 83,491
4,434,532 2,798,110
{94,153) 457,577
1,251,451 793,874
1,157,208 $ 1,251,451




NSU Facilities Corporation
Statements of Cash Flows
Years Ended June 30, 2009 and 2008

2009 2008

Operating activities:
Change in net assets $  (94,153) $ 457,577
Adjustments to reconcile change in net assets to net cash
provided by operating activities:

Depreciation 2,209,033 656,781
Amortization of bond discount and bond issuance costs 122,074 110,641
Amortization of swap interest (6,865) (6,022)
Increase in lease income receivable (15,487) (10,201)
Decrease in accrued interest receivable 9,401 30,552
Net interest capitalized (906,381) {655,710)
Increase in accrued interest payable 14,795 145,255
Increase in accrued investment fees 4,570 46
Decrease in deferred lease income (497,346) (95,639)
Total adjustments 933,794 175,703
Net cash provided by (used in) operating activities 839 641 633,280

Investing activities:

Purchase of investments (32,296,190)

Proceeds from investments 10,626,545 17,388,651
Payments for fixed assets (10,730,053) (22,550,755)
Payments for construction in progress (336,133) (12,130,310}
Net cash provided by (used in) investing activities (439,641) {49,588,604)
Financing activities:
Proceeds from bond issuance - 50,060,000
Bond payments (400,000) {200,000)
Deferred lease income received - 1,001,378
Debt issuance costs - (2,132,054)
Upfront swap interest - 226,000
Net cash provided by (used in) financing activities {400,000) 48,955,324
Net increase (decrease) in cash and cash equivalents - -
Cash and cash equivalents
Beginning of year - -
End of year 3 - $ -
Supplemental disclosure of cash flow information:
Cash paid for interest $ 2,890,023 $ 1.412,921
Non-cash increase in fixed assets and accounts payable $ 31,351 $ -

See accompanying notes to financial statements. 4



NSU FACILITIES CORPORATION
Notes to Financial Statements

NOTE 1- FORMATION, OWNERSHIP, AND BUSINESS OF THE CORPORATION

The Organization

The NSU Facilities Corporation (the Corporation) is a nonprofit and is formed to promote,
assist, and benefit the mission of Nicholls State University (the University) through the
acquisition, construction, development, management, leasing as lessor or lessee,
mortgaging and/or conveying student housing and facilities on the campus of the University.

The Corporation is a nonprofit organization as described in Section 501 (¢) (3) of the Internal
Revenue Code and is exempt from federal and state income taxes.

The Corporation participated in bond issuances by borrowing money from The Louisiana
Local Government Environmental Faciliies and Community Development Authority (the
“Issuer”) who issued $3,320,000 (Series 2006A), $5,000,000 {Series 2006B), $17,680,000
(Series 2007A), and $32,380,0C0 (Series 2007B) in revenue bonds which will be payable
solely from the revenues of the Corporation. The bond proceeds are used to acquire,
construct, develop, and renovate fixed assets.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The accompanying financial statements are prepared using the accrual basis of accounting.
Revenues are recognized when earned; expenses and costs are recognized when incurred.

Investment securities

Investments in marketable securities with readily determinable fair values and all investments
in debt securities are valued at their fair values in the statement of financial position.
Unrealized gains and losses are included in the change in net assets.

Unrestricted net assets

None of the Corporation’'s net assets are subject to donor-imposed restrictions, Accordingly,
all net assets are accounted for as unrestricted net assets.

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management t¢ make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from these estimates; however, in the opinion of
management such differences will not be material to the financial statements.



NSU FACILITIES CORPORATION

Notes to Financial Statements, continued

Revenue recognition

| ease revenue consists of base rentals and additional rental. Base rentals are determined
by the annual debt service requirement of the corpaoration and are accrued ratably over the
lease. Additional rentals consist of any and all expenses, of every nature, character, and
kind whatsoever, incurred by the management, operation, ownership, and/or maintenance of
the facilities. Additional rentals are recorded as revenue when the related expense is
incurred.

Cash and cash equivalents

Cash and cash equivalents include all monies in banks and highly liquid investments with
maturity dates of less than three months except for short-term investments held in the
Corporation’s investment account, which are primarify held for investment in long-term assets
or reserved for the payment of long-term debt. The carrying value of cash and cash
equivalents is cost, which approximates fair value because of the short maturities of those
financial instruments. The Corporation has noc cash or cash equivalents at June 30, 2009
and 2008.

Construction in progress

Construction in progress consists of development costs, direct and indirect construction costs
and capitalized interest. The costs are accounted for as construction in progress until such
time as the project is compiete and the assets are placed into service. The assets are then

l classified as property and equipment and depreciated accordingly.

Capitalized interest is recorded based upon interest expense incurred con the Corporation's
borrowings, offset by the investment income earned on the related tax-exempt bond
proceeds. Total interest incurred for the years ended June 30, 2009 and 2008 was
$2,897,860 and $2,602,907, respectively. Of those amounts, $906,381 and $655,710 was
capitalized for the years ended June 30, 2009 and 2008, respectively.

Debt issuance costs

Costs incurred in connection with the issuance of the bonds are amortized using the straight-
line method over the lives of the associated bonds and are reported net of accumulated
amortization as follows at June 30,:

2009 2008
Debt issuance costs, gross $ 2,353,344 $ 2,353,344
Accumulated amortization {213,488) {115,734)
Debt issuance costs, net $ 2,139,846 $ 2,237610

NOTE 3 - INVESTMENTS - BOND RESERVES

The funds held by the Bond Trustees consist of cash, money market investments, and a
guaranteed investment contract issued by an insurance company. These shori-term
investments are primarily stated at cost, which approximates market.



NSU FACILITIES CORPORATION

Notes to Financial Statements, continued

Under the terms of the various Trust Indentures or similar documents, various funds such as
Project, Capitalized Interest, Replacement, and Debt Service must be established and
maintained for each of the projects. These or associated documents govern the types of
investments and requirements for collateralization.

The bond indentures contain significant limitations and restrictions on annual debt service
requirements, maintenance of and flow of monies through various restricted accounts,
minimum amounts to be maintained in various sinking funds, and minimum bond coverages.

Investment income is generally repcrted as a change in net asssts. Investment income on
the proceeds of tax-exempt bonds is reported as a change in net assets to the extent it
exceeds capitalized interest on the related project. Investment return consists entirely of
interest income on short-term investments totaling $287,541 and $1,108,740 for the years
ended June 30, 2009 and 2008, respectively.

Investments consist of the following at June 30,:

2009 2008
Carrying Value Carrying Value

Investment — bond reserves:
Money Market Funds
Guaranteed investment contracts:
Natixis Funding Corp 4.855%

2,164,487 $ 433,682

Roid

- 12,411,311
$ 2,164,487 $ 12,844,993

investment — debt services reserves:

Money Market Funds $ 1,031,489 $ 977,528
Guaranteed investment contract:
Natixis Funding Corp 4.213% 3,275,845 3,275,945
$ 4,307,434 $ 4,253,473
7



NSU FACILITIES CORPORATION
Notes to Financial Statements, continued
NOTE 4 - FIXED ASSETS
Fixed assets consist of the following at June 30:

2008 2008

Infrastructure improvements $ 2,905,424 $ 2,829,826
Building improvements 6,363,855 6,307,872
Buildings 44,607,633 16,148,871
Construction in progress 726,592 17,312,516

$ 54,803,204 $ 42 599,285

Fixed assets are recorded at cost and include interest capitalized in connection with major
long-term construction projects. Replacements and major improvements are capitalized;
maintenance and repairs are charged to operations as incurred. Depreciation expense for
the years ended June 30, 2009 and 2008 is $2,208,033 and $656,781, respectively.
Depreciation is computed using the straight-line method over the life of the lease period.

NOTE 5 - GROUND LEASE

l The Corporation leases the land on which the facilities are located from the Board of
Supervisors of the University of Louisiana System, pursuant to two ground lease agreements

' commencing on May 1, 2006 and August 1, 2007. Lease payments of $2 per year are
payable to the Board in advance. The lease term extends until the related bond issue is paid
or defeased, or the Board exercises its option to purchase under the Facilities Lease.

The Corporation leases the land and improvements on which the recreation center will be
constructed from the Board of Supervisors of the University of Louisiana System, pursuant to
the ground lease agreement commencing on April 1, 2009, Lease payments of $1 per year
are payable to the Board in advance. The lease term extends until the related bond issue is
paid or defeased, failure to commence construction of the project within three years, mutual
agreement of the Corporation and the Board, or the Board exercises its option to purchase
under the Facilities Lease,

NOTE & — FACILITIES LEASE

The Corperation leases facilities to the Board under two facilities lease agreements (the
“Facilities Leases”), beginning on May 1, 2006 and August 1, 2007. The rental payments
under two Facilities Leases consist of Base Rentals and Additional Rentals. Base Rentals
are equal to the annual debt service payments due on the Corporation's long-term bonds.
Additiona! Rental consists of any and all expenses, of every nature, character, and kind
whatsoever, incurred by the Carporation on behalf of the Board and/or by the Board or the
University in the management, operation, ownership, and/or maintenance of the facilities.
The Board shall be entitled to a credit against and reduction of each Base Rental payment in
an amount equal to any amounts derived from accrued interest from the sale of the Bonds

and/or surplus moneys, including investment earnings.



NSU FACILITIES CORPORATION
Notes to Financial Statements, continued

The leases include purchase options under which the Board may elect to purchase the
leased facilities for an amount equal to the outstanding principal and interest due on the
bonds plus any prepayment penalties and any other costs or charges which may become
due as a result of the prepayment.

Minimum future lease revenues consist of Base Rental payments. Additicnal Rentals are
considered contingent rentals because they are not fixed in the lease agreements.
Contingent rentals of $2,697,992 and $1,251,018 are included in rental income for the years
ended June 30, 2009 and 2008, respectively. Minimum rental payments to be received
under non-cancelable operating leases over the next five years are as follows:

Year Ending
June 30, Amount
2010 1,941,065
2011 2,020,712
2012 2,102,060
2013 2,154,350
2014 2,246,438
Total $ 10,464,625

Bonds payable

On May 1, 2006, the Louisiana Local Government Environmental Facilities and Community
Development Authority (the |ssuer) issued $3,320,000 of non-taxable Series 2006A Bonds
and $5,000,000 of taxable Series 2006B Bonds pursuant to an Indenture of Trust between
the Issuer and the J.P. Morgan Trust Company, N.A. (the Trustese).

Pursuant to loan agreements between the Issuer and the Corporation, the Issuer has loaned
the proceeds of the Bonds to the Corporation, The proceeds are being used to finance
improvements to streets and parking facilities and the cafeteria and Student Union facilities,
provide working capital for operation of the new and renovated facilities, fund interest on the
bonds during the construction and renovation period, fund a Debt Service Reserve Fund, and
pay the cost of issuing the bonds.

On August 23, 2007, the Louisiana Local Government Environmental Facilities and
Community Development Authority (the |ssuer) issued $17,680,000 of non-taxable Series
2007A Bonds and $32,380,000 of non-taxable Series 2007B Bonds pursuant to an Indenture
of Trust between the Issue and the J. P. Morgan Trust Company, N.A. (the Trustee).

Pursuant to loan agreements between the Issuer and the Corporation, the Issuer has loaned
the proceeds of the Bonds to the Corporation. The proceeds are being used to finance
improvements to demolish four existing housing facilities and a university palice building, the
renovation of La Maison du Bayou, Calecas Hall and Ellender Hall, the development and
construction of approximately 606 new suite canfiguration on-campus student housing beds

I NOTE 7 — LONG-TERM DEBT



NSU FACILITIES CORPORATION
Notes to Financial Statements, continued

and related facilities, the acquisition by the Corporation of a leasehold interest in 408 existing
apartment beds on campus, the defeasance of the prior bonds associated therewith,
currently outstanding in the amount of $15,720,000, funding a deposit to the Debt Service
Reserve Fund, paying capitalized interest on the Series 2007 Bonds and paying the cost of
issuance of the Series 2007 Bonds.

Pursuant to security agreements, leasehold deeds to secure debt, assignment of contract
documents and assignment of rents between the Corporation and the Trustees, the
Corporation grants to the Trustee first lien security title in the leasehold estates created by
the ground leases and a security interest in the revenues and accounts generated by the
operations of the Corporation. The Corporation also assigned to the Trustee its rights under
various agreements and contracts. Pursuant to the Indenture, the Issuer assigned all of their
interest in the loan agreements to the Trustee to secure the bonds.

Long-term debt consists of the following at June 30:

Taxable bonds: 2009 2008

Series 2006B - $5,000,000 taxable term bonds payable
dated May 1, 2006; due at various intervals through April
1, 2031; payable in semi-annual instaliments of interest
and annual installments of principal;, average coupon rate
of 6.6899%; secured by leasehold deed and assignment

of rents. $ 4,690,000 $ 4,790,000
Less unamortized discount (36,860) (38,545}
Less current maturities (105,000) (100,000}
Taxable bonds payable, net $ 4,548,140 $ 4,651455

10



NSU FACILITIES CORPORATION
Notes to Financial Statements, continued

2009

2008

Tax-exempt bonds:

Series 2006A - $3,320,000 tax-exempt term bonds

payable dated May 1, 2008; due at various intervals

through April 1, 2026, payable in semi-annual installments

of interest and annual installments of principal, average

coupon rate of 4.7563%; secured by leasehold deed and

assignment of rents. $ 2,970,000

Series 2007A - §$17,680,000 tax-exempt term bonds

payable dated August 23, 2007; due at various intervals

through June 1, 2024, payable in semi-annual

instaliments of interest and annual installments of

principal, average coupon rate of 4.3839%; secured by

leasehold deed and assignment of rents. 17,485,000

Series 2007B - $32,380,000 tax-exempt term bonds

payable dated August 23, 2007, due at various intervals

through June 1, 2039; payable in semi-annual

instaliments of interest and annual instaliments of

principal; average coupon rate of 4.49%; secured by

leasehold deed and assignment of rents. 32,380,000

$ 3,085,000

17,680,000

32,380,000

Subtotal tax-exempt bonds 52,845,000
Less unamortized discount (346,441)

Less current maturities (625,000)

53,145,000
(369,067)
(300,000)

Tax-exempt bonds payable, net $ 51,873,559

Net unamortized discount

$ 52,475,933

The net bond discount recognized upon the issuance of the bonds is being amortized over
the life of the bonds using the straight-line method which materially approximates the

effective interest method.

11



NSU FACILITIES CORPORATICN
Notes to Financial Statements, continued

Maturities of iong-term debt at June 30, 2009 are as foliows:

Tax-exempt Taxable bonds
bonds payable payable
Year ending June 30
2010 $ 625,000 $ 105,000
201 730,000 110,000
2012 850,000 115,000
2013 940,000 120,000
2014 1,070,000 130,000
2015 and thereafter 48,630,000 4,110,000
$ 52,845 000 $ 4,690,000

Interest Rate Swap Agreement

The Louisiana Local Government Environmental Facilities and Community Development
authority (the “Authority”) issued its $32,380,000 Revenue Bonds (Nicholls State University
Student Housing / NSU Facilities Corporation Project) Series 2007B Bonds (the “Bonds”), the
proceeds of which were loaned to the NSU Facilities Corporation (the “Corporation”). The
Bonds were issued as variable rate securities and bear interest at the variable rate in effect
from time to time.

Objective of the interest rate swap: In order to hedge interest rate exposure on the Bonds at
the request of the Corporation, the Authority entered into an interest rate swap (the “2007
Swap”) with Morgan Keegan Financial Products, inc. (the “Provider"} as more fully described
in the Master Agreement, Schedule to the Master Agreement, Replacement Transaction
Agreement and Confirmation dated August 15, 2007 (the “Swap Documents’). The
Corporation is liable to the Authority to make swap payments and bond payments pursuant
to the terms of the bond documents. Capitalized terms used herein but not defined shall
have the meaning set forth in the Swap Documents,

Terms: Under the terms of the 2007 Swap, the Authority pays a fixed rate of 4.49%, and the
Provider pays a variable rate equal to The Securities Industry and Financial Markets
Association Swap Index (formerly the Bond Market Association Municipal Swap Index, and
also known as SIFMA or BMA), all as more fully described in the Swap Documents.

The Authority, at the request of the Corporation, has elected to amend the 2007 Swap on
June 20, 2008. Under the amended terms of the 2007 Swap, the Authority will now pay a
fixed rate of 4.12%, and the Provider pays (a) a variable rate equal to The Securities
Association Municipal Swap Index, (formerly The Bond Market Assaociation Municipal Swap
Index, and also known as SIFMA or BMA) through and excluding July 1, 2010 and (b) a
variable rate equal to 70% of the one month London Interbank Offered Rate (LIBOR)
beginning July 1, 2010 through June 1, 2039, all as more fully described in the Swap
Documents (the “2008 Amended Swap”). The Provider has also paid an upfront payment of
$226,000 to the Authority.

12



NSU FACILITIES CORPORATION

Motes to Financial Statements, continued

Fair Value: The fair value of the swap agreement as of June 30, 2009, which is not reported
in the financial statements, was $5,833,000 in favor of the Provider. The fair value was
provided by Sisung Securities Corporation.

Credit Risk: Credit risk is the risk that the counterparty will not fuffill its obligations. At June
30, 2008, the authority is not exposed to credit risk because the swap has a negative fair
value. However, should interest rates change and the fair value of the swap becomes
positive, the authority would be exposed to credit risk in the amount of the swap's fair value.

Basis Risk: Basis risk is the risk that arises when variable interest rates on a swap and the
associated debt are based on different indexes. The interest rates for both the swap and the
bonds are based on SIFMA; therefore, the authority is not subject to basis risk.

Termination Risk: The authority or the counterparty may terminate the swap if the other
party fails to perform under the terms of the contract. The swap agreement may be
terminated if either party fails to make payment, when due, under the swap agreement;
breaches the agreement; made or repeated or deemed to have made or repeated a
misrepresentation; bankrupts; or merges without assumption or commits an illegality. If the
swap is terminated, the variable-rate bond would no longer carry a synthetic interest rate.
Also, if at the time of termination the swap has a negative fair value, the authority would be
liable to the counterparty for a payment equal to the swap’s fair value.

Rolflover Risk: Rollover risk is the risk that the swap does not extend to the maturity of the
associated debt. The authority is not exposed to rollover risk because the swap terminates
in conjunction with the maturity of the associated bond. The swap terminates on June 1,
2039, and the bonds mature on June 1, 2039.

Interest Rate Risk: Interest rate risk is the risk that the interest rate will change over some

interval while the bonds are outstanding. The authority has entered into this fixed rate swap
agreement to mitigate interest risk associated with the underlying variable rate bonds.

13



